
COMHONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

e 

THE APPLICATION OP THE BLACK MOUNTAIN ) 
UTILITY DISTRICT, OF HARLAN COUNTY, 
KENTUCKY8 FOR APPROVAL OF CONSTRUCTION,) 
FINANCING8 AND NEW RATES 1 

) CASE NO. 9838 

O R D E R  

On January 16, 1987, t h e  Black Mountain Utility Di6trtct 

('Black Mountain") filed its application requesting approval of 

its proposed construction, financing and rates for both sewer and 

water services. A n  I n t e r i m  Order was issued December 298 1987, 

addressing the issues of construction and financing. Therefore, 

this Order will a d d r e s s  the issue of rate increase only. 

There were no intervenors and neither the Camrniesion nor 

Black Mountain sought a hearing in this matter. A l l  r e q u e s t e d  

information has been filed. 

COMMENTARY 

Black Mountain has  provided water: serv ice  to the Louellen 

Community since ~ u n e  1, 1985. However, Black Mountain was 

operated by the County Judge Executive's off ice  and Black 

Mountain's financial recocda W B L O  n o t  mainta inad  an a sopatate 

bas is  during the test peKiod. T h e r e f o r e ,  t h e  s t a f f  w a s  unable to 

review Black Mountain' 8 t inancial recorda to determine a revenue 

requirement. Thue, t h e  Commissfon treated Black Mountain a8 a 



newly formed utility and conaidered both t h e  water and 8ewer rates 

as being initial rates. 

TEST PERIOD 

As s t a t e d  above, t h e  Commission is treating B l a c k  Mountain as 

a newly formed utility since test period fin6ncial records were 

unavailable for staff's rev iew.  Therefore, t h e  Commission relied 

upon estimated pro forma revenues and expenses  to  determine Black 

Mountain's revenue requirement. 

SEWER REVENUE AND EXPENSES FROM PROPOSED OPERATIONS 

B l a c k  Mountain projected operating revenues and expenses from 

its sewer division of $25,062 and $60,823, respectively. The 

Commission is of the opinion that the priojected operating expenses 

are generally proper and they have, t h e r e f o r e ,  been accepted. 

Black Mountain's projected s e w e r  operations are as follows: 

Proposed Sewer 

OPERATING REVENUE 

OPERATING E X P E N S E S :  
Watea Expense 
Manager Salary 
Electric PoweE 
Maintenance Expense 
Billing and Collecting 
Audit and Cletical 
Miscellaneous Expense 
Deprieciatlon E x p e n 6 0 6  

Operations 
$ 25,062 

$ 0 
8 , 7 7 5  

16 8 024 
10,000 

340 
5,200 
3,000 

17 1484 

TOTAL OPERATING EXPENSE $ 60,823 

NET OPERATING REVENUE $ ( 3 5 , 7 6 1 )  

OTHER DEDUCTIONS: 
Interest Expense 0 

NET INCOME $ (35,761) 
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SEWER REVENUE REQUIREMENTS 

Black Mountain calculated its revenue requirement on the 

combined operations of the sewer and water division and then 

divided the total requirement between the two divisions. Since 

all water customers do not receive sewer service the Commiseion is 

of the opinion that B l a c k  Mountain's proposed method of 

calculating the revenue requirements would cause a cross- 

subsidization of the sewer service. The Commission is further of 

the opinion t h a t  it would be motie correct to treat each of the 

divisions' revenue requirements as a stand-alone utility, to 

negate  the pOS8ibility of cross-subsidization between the sewer 

and water divisions. This results i n  a shifting of the revenue 

burden only and not a measurable change in the overall revenue 

requirement of the combined operations. 

The Commission has used the operating ratio method as the 

basis for determining m w e r  rates  in the past and has found it to 

be a fair, just and reasonable method to both the utility and t h e  

customer. Black Mountain's proposed sewer operations would 
1 provide Black Mountain with an operating ratio of 242.69 percent. 

The Commiseion is of the opinion that an operating ratio of 88 

percent is f a i r ,  just and reasonable in that it w i l l  allow Black 

Mountain ample opportunity to pay its operating expenses and 

provide for future equity growth. This would require an increase 

$60,823 (proposed sewer revenue)/$25,062 (proposed mwer 
revenue) = 242.69%. 
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of $24,187, above the requested amount, calculated in the 

following manner: 

Proposed Operating Expenses Less 
Depreciation Expense Divided 
By 88% ($43,339 88%) $49,249 

LESS: Proposed Operating Revenue 25,062 
Required Revenue Increase $24,187 

Under normal circumstances the Commission would calculate 

Black Mountain's revenue requirement inclusive of depreciation 

expense. However, in this instance it was determined that the 

inclusion would result i n  e x c e s s i v e l y  high monthly sewer rates and 

might cause rate-shock. Black Mountain, throughout this 

proceeding, has  expressed its concern with the levels of both its 

s e w e r  and w a t e r  rates and agrreed with staff2 that depreciation 

expense should not be included in the revenue requirement 

calculation. In eliminating depreciation expenae from the 

determination of the revenue requirement, the Commission is 

concerned that it might not allow an adequate surplus necessaliy 

for equity growth; however, the Commission restates that the 

financial data  is only projections and estimates provided by Black 

Mountain. Therefore, the Commission grarrts Black Mountain's sewer 

division rates which should produce $49,249, but advises Black 

Mountain to review its financial position after one year of 

operations and t a k e  t h e  appropriate action it deems necessary. 

Phone ConveLsation between Mark Frost and JerEy Johnson of 
Black Mountain, on January 18, 1988. 
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The Commission will a l s o  monitor Black  Mountain's financial 

condition through review of B l a c k  Mountain's annual reports for 

t h e  purpose of determining what, i f  any, f u t u r e  rate a d j u s t m e n t s  

might be reqcfred. Further, the  Commission is not precluded from 

determining B l a c k  Mountain's future revenue requirement based on 

the inclusion of depreciation e x p e n s e .  

WATER REVENUE AND EXPENSES PROW PROPOSED OPERATIONS 

Black Mountain projected operating revenues and expenses fran 

its water division of $117,818 and $58,806, respectively. The 

Commission is of the o p i n i o n  that the pliojected operating expenees 

are generally proper and they have, there fore ,  been accepted. 

B l a c k  Mountain's projected water operations are a8 follows: 

Proposed WateL- 

OPERATING REVENUE 

OPERATING EXPENSES:  
Water Expense 
Manager Salary 
E l e c t r i c  Power 
Maintenance Expense 
Billing and Collecting 
Audit and Clerical 
Miscellaneous Expense 
Depreciation Expensea 

TOTAL OPERATING EXPENSE 

Operations 
$ 117,818 

11,136 
4,725 
3,297 
5,000 
1,115 
2 ,800  
2,000 

28,733 

$ 58,806 

NET OPERCLTING REVENUE 59,012 

OTHER DEDUCTIONS: 
Intereet  Expense 

NET INCOME 

7 , 5 0 0  

!3 51,512 
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WATER REVENUE REQUIREMENTS 

Black Mountain's annual debt service based on debt proposed 

in this proceeding is $8,525. Black Mountain's nequested net 

operating income of $598012 provides  a debt Service coverage 

("DSC") of 6.92X. The Commission, as stated in a previous 

section, has recalculated Black Mountain's revenue requirement for 

the w a t e a  division as a stand-alone entity and is of the opinion 

that a DSC of 1.2X is fair, just and reasonable in that it will 

allow Black Mountain ample opportunity to pay its o p e r a t i n g  

expenses, its annual d e b t  payment and provide for future equity 

growth. A DSC of 1.2X would requixe a decreaae of $48,782 

calculated In the following manner: 

1 . 2 X  Debt Service ($8,525 X 1.2) $108230 
Add: Proposed Operating Expenses 58,806 
Requ 1 red Revenue $69,036 - 
L e s s :  Proposed Operiating Revenue 
Decrease Revenue Requirement 

117,810 
$48,782 

The Commission will allow Black Mountain's water division rates 

which produce $69,036, rather than the requested amount of 

$117,818. The Commission reiterates that the reason for the 

draetic decEeaee i n  water revenue8 ie due to t h e  elimination of 

caomm-mubsidization and i5 only a shifting of the revenue b u r d m  

from the water division to the sewor dfvlslon. 

5-Year; Average (Interest Expense) $7,425 
5-Year Average (Principal Payment) 1 , 100 
5-Year Average Debt Service $ 8 , 5 2 5  
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RATE DESIGN 

Exhibit K of Black Mountain's application Included an initial 

wastewater rate schedule, a schedule of water rates, and a 

proposed tap-on fee. In Case No. 9001,4  the Commission o r d e r e d  a 

flat rate for water s e r v i c e ;  however, in t h i o  proceeding B l a c k  

Mountain has proposed a declining b l o c k  rate schedule. The 

commission concurs with B l a c k  Mountain that a declining block rate 

schedule is more appropriate for water s e r v i c e  than a f l a t  rate .  

On October 7, 1987, an informal conference was h e l d  i n  

Harlan, Kentucky. In response to that conference, Black Mountain 

filed w i t h  t h e  Commission on December 7, 1987, an updated economic 

report that included a revised waste wateE and water rate schedule 

and a billing analysis. O n  December 15, 1987, Black Mountain 

f i l e d  justification for its proposed tap-on fee.  

Based on the information filed, the Commission is of t h e  

opinion t h a t  t h e  r a t e s  and charges proposed by B l a c k  Mountain 

cannot be approved. Howeveri, based on the revenue requirement 

allowed in t h i s  case, t h e  r a t e s  and charge8 set out in Appendix A 

should produce revenues sufficient to c o v e r  Black Mountain's 

operating expensos and should be approved € O K  ssrvicss rendered. 

OTHER ISSUES 

F i n a n c i a l  Record8 

B l a c k  Mountain will be providing both 8ewer and water service 

to its customers. The  Commission instructs Black Mountain, in 

The Application of the County 
CeEtificate of Convenience and 
Proposed Financing. 
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of Harlan, Kentucky,  for a 
Necesrsity and Approval of 



order to assure t h a t  cross-subsidization between the two divisions 

doe8 n o t  exist in t h e  future, that financial record6 be maintained 

on a separate basis. The Commissio3 also advises B l a c k  Mountain 

that its methodology in allocating common expenses will be 

reviewed in future paoceedings and to carefully evaluate any 

methodology proposed. 

FINDINGS AND ORDERS 

The Commission, after consideration of t h e  evidence of oecord 

and being advised, is of the opinion and finds that: 

1. The wastewater r a t e s  proposed by Black Mountain would 

produce revenues insuf€ictent to cover its operating expenses and, 

therefone, s h o u l d  be denied. 

2. The water rates proposed by Black Mountain would produce 

revenues in excess of those found reasonable herein and should be 

denied. 

3. The rates and charges in Appendix A are t h e  fair, j u e t ,  

and reasonable rates and charges to be charged by B l a c k  Mountain 

in that they should  produce annual revenues of $49,249 for sewer 

service and $69,036 for water service. 

4. Within 30 days of the date of this Order, Black Mountain 

should f i l e  with this Commission taniff sheets setting out its 

rules and regulations, and the rates approved herein. 

5. Black Mountain should file a separate t a r i f f  for 

wastewater and water service. 
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IT IS THEREFORE ORDERED t h a t :  

1. The p r o p o s e d  ra tes  and c h a r g e s  i n  Black MountaLn*s  

r e v i s e d  economic s t u d y  filed December 7, 1987, be and t h e y  hereby 

are d e n i e d .  

2.  The rates and  charges in Appendix A are the f a i r ,  j u s t  

and  r e a s o n a b l e  ra tes  a n d  c h a r g e s  t o  be c h a r g e d  by Black Mounta in  

for w a s t e w a t e r  and  water s e r v i c e s  r e n d e r e d  o n  a n d  a f t e r  t h e  da t e  

of t h i s  O r d e r .  

3. W i t h i n  30 days of t h e  da t e  o f  t h i s  O r d e r ,  Black Mounta in  

s h a l l  f i l e  w i t h  t h i s  Commission i ts  t a r i f f  s h e e t s  s e t t i n g  out its 

r u l e s  and regulations a n d  the ra tes  a p p r o v e d  h e r e i n .  

4 .  Black H o u n t a i n  shall file a separate t a r i f f  €05 

wastewater a n d  water s e r v i c e .  

Done a t  F r a n k f o r t ,  Ken tucky ,  t h i s  29th day of Jaruary, 1988. 

PUBLIC SERVICE COMMISSION 

ATTEST: 

E x e c u t i v e  Director 



A P P E N D I X  A 

A P P E N D I X  TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION I N  CASE NO. 9838 DATED 1/29/88 

The following rates and charges are prescribed for the 

customers in the area served by B l a c k  Wountain Utility District. 

All other rates and charges not specifically mentioned herein 

shall remain the s a m e  as those in effect under authority of this 

Commission pr ior  to the effective date of this Order .  

Water 

Gallonage B l o c k  

First 2,000 gal1or.s 
Next 2,000 gallons 
Next 2,000 gallons 
Next 4,000 gallons 
Over 10,000 gallons 

First 2,000 gallons 
Next 2,000 gallons 
Next 2,000 gallons 
Next 4,000 gallons 
Over 10,000 gallons 

Tap-On Fee 

Rate 

$11.25 Minimum Bill 
2.25 per 1,000 gallons 
2.00 per 1,000 gallons 
1.85 per 1,000 gallons 
1.25 per 1,000 gallons 

Waste Water 

$18.25 Minimum B i l l  
3.70 per 1,000 gallons 
3.45 per 1,000 gallons 
3.20 per 1,000 gallons 
2.50 per 1,000 gallons 

$150.00 


